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State Health Reform Initiatives: A Comparative Revew

States have taken a number of approaches to imogdasalth insurance coverage for their residents.
Massachusetts took the lead in 2006 with its ptercdmprehensive reform that required individuals
to have health insurance, penalized businessedithabt provide insurance for their employees,
subsidized premiums for low-income individuals, &etlup a mechanism to connect purchasers and
sellers of health insurance. Three years eaMaime had passed Dirigo Health, a voluntary plan; i
has not attracted the number of enrollees antiethbahd is being re-structured. Vermont passed its
Catamount Health Plan shortly after Massachusae#isted its plan. In addition to expanding health
insurance and subsidizing the cost for low-incontividuals and families, Vermont’s plan
encourages chronic care management, which is theagmprove quality and lower costs. These
three plans are described on pp. 2-6.

The Massachusetts plan—the product of a Repubtjoaarnor (Mitt Romney) and a Democratically
controlled legislature—triggered reform effortsotmer states aimed at covering all residents. We
discuss briefly the plans proposed by the goverab@alifornia, Illinois, and Wisconsin on pp. 7-8.

Other states have passed or proposed laws thatéxpaerage but do not attempt to cover the entire
state’s population. Among them are Arkansas, @oloy Delaware, Kentucky, Montana, New
Mexico, New York, Oklahoma, Pennsylvania, Rhodarid, Tennessee, Utah, and Washington.
They take differing approaches: raising eligibilityiits for children’s coverage; developing new
health insurance products; establishing purchgsinds to obtain greater bargaining leverage; and
subsidizing coverage for small businesses andiohais. A Maryland law mandating that large
employers spend 8 percent of their payroll on eggedhealth insurance, which applied only to Wal-
Mart, was struck down in January 2007 as violaBRJSA. Five plans—Montana, Oklahoma, New
York, Washington, and lllinois—are discussed byi@ih pp. 9-10.

States have shown considerable variety in finanttieg expansion of health insurance. Among the
approaches are raising tobacco taxes; assessirigyargwho do not provide insurance for their
workers; accessing federal matching funds throughibaid waivers (especially Health Insurance
Flexibility and Accountability—HIFA—waivers); tappg pools of money set aside for charity and
uncompensated care; receiving new income from pnesti and raising taxes. States are also
looking to cut costs by encouraging preventive caremoting managed care, grouping small groups
into larger ones; combining risk pools; reducing tlumber of required mandates; and placing a
greater financial responsibility on insured indivads.



State Plans Aimed at Covering All or SubstantiallyAll Residents

Massachusetts

In April 2006, Massachusetts passed health refegislation designed to cover 95 percent of the
state’s residents by 2009. A compromise betwegruBlean governor Mitt Romney and a
legislature controlled by Democrats, CommonweaklineGncorporates expansion of public
insurance programs favored by the left and reliamcprivate insurance favored by the right. The
plan is being implemented in three stages betwextoli@r 2006 and July 2007.

Key Components

* Individual health insurance mandate All adults in the state must have health insoeguif
affordable coverage is availadle.

» Employer requirements. Employers with 11 or more employees that do novigeor
make a “fair and reasonabfefontribution to their employees’ health insurapoemiums
will be assessed an annual charge of $295 per gegloEmployers must offer section 125
“cafeteria plans”—plans that enable employees tohH®alth insurance with pre-tax
dollars—even if their employer does not contribiotéheir insurance coverage. Employers
that don't offer to contribute to or arrange foe gpurchase of health insurance can be
assessed a “free rider” surcharge.

* Purchasing arrangement—The Commonwealth Health Instance Connector. To make
it easier for individuals and small companies ttaobhealth insurance, the law established
the Connector, a new statewide authority that seagea clearinghouse to facilitate the
buying, selling, and administration of health irsswe policies. The Connector:

1. Connects individuals and businesses with 50 or fengloyees with affordable (as
defined by the Connector) insurance prodficBolicies cannot be sold through the
Connector without receiving its prior approvalai® marketing their products
through the Connector will be able to develop newdjit packages designed to
make coverage more affordable.

2. Facilitates the process of small employers offesegtion 125 cafeteria plans.

3. Administers the Commonwealth Care Health Insurdtiaa, which provides
subsidized insurance coverage to low-income pe@ple below). In this regard, it
serves as a third-party administrator.

* Premium subsidies for low-income individuals and fenilies. The Commonwealth Care
Health Insurance Program provides sliding-scalsislids to individuals with incomes up to

! The definition of “affordable” was left to the Coector. The penalty for noncompliance will be B0qgent of
what a person would have paid for an affordablariasce policy.

2 The test is met if at least 25 percent of full¢iemployees are enrolled in the company’s groufithplan and the
employer contributes toward the premium, or if éimeployer can demonstrate that it offered to pdgast 33
percent of their full-time employees’ health insuwra premium.

3 Governor Romney vetoed this provision, and theidleture overrode his veto.

* Part-time and seasonal employees can combineeimgitoyer contributions in the Connector. The Ganor also
allows individuals to keep their policy if they cige jobs.

> The option of employees purchasing coverage theemseia a section 125 plan may serve as a disfivesfor
employers to cover their employees independentlwill depend on the particular plan offerings éable in the
Connector.



300 percent of the federal poverty level for thechase of health insurance. Individuals
with incomes less than 100 percent of the federeépy level pay no premiufh.

» Medicaid expansion The law increases eligibility for MassHealth, thats’'s Medicaid
program, to include children of families who eamta 300 percent of the federal poverty
level. It also increases payment rates to Medipeogtiders.

* New insurance products In July 2007, the small-group and individualurence markets
will be merged. Through the Connector, new insurance producisbeiencouraged,
including ones specifically designed for peoplenssn 19 and 26.

Financing

In addition to the income from individual and emydo contributions it will receive, the state is
redirecting $385 million in federal Medicaid funist had been used previously to fund safety net
services and uncompensated care. The money willbgoused to cover health insurance subsidies.
In addition, Massachusetts plans to allocate $3lllomfrom general revenues. The plan is
expected to cost $1.2 billion over three years.

Issues and Concerns

» Many difficult-to-resolve operational issues wesé to the Connector. These include
determining what constitutes an “affordable” healidgm. (The individual mandate kicks in
only when affordable health plans are in place.)

* Isthe plan adequately funded? This is not whalyar. Legislators indicated that low-cost
products should cost $200-250/month. The averageaf a premium for a single adult
nationwide was $335 in 2005. In March 2007, theri&ztor approved plans from seven
insurers with premiums ranging from $175 to $288anth and deductibles ranging from
zero to $2,000 a year. The Connector also allqueeticipating health plans to set lifetime
caps and required them to provide prescription dawgrage.

* Will the plan be sustainable in an economic dowrutn a recession, it is not clear whether
individuals will be able to pay for premiums, whetlbusinesses will be able to cover the
cost of their mandate, and whether the state wikilble to fund subsidized policies with
decent benefits.

* Will the plan contain health care costs? Risinglthecare costs could trump the coverage
goals and swamp the plan’s financing, particularlg sluggish economy. The law addresses
cost containment only marginally by setting up akteCare Quality and Cost Council. Itis
not clear whether the Connector will have suffitieargaining power to keep premiums at
attractive levels.

® The plans offered through the program have naictézles and will be offered by managed care omgtiuns that
participate in the state’s Medicaid program.
" Itis estimated that this will reduce the cdshoen-group premiums by 25 percent.



Vermont

In May 2006, a Democratically controlled legisl&and Republican governor Jim Douglas agreed
upon the Health Care Affordability Act. To reathgoal of providing insurance coverage to 96
percent of Vermonters and controlling rising healtine costs, the law establishes a health insurance
plan, Catamount Health, for uninsured Vermontarbsglizes premium payments and asseses a
charge to businesses that don’t insure their wearkerd encourages chronic disease management.
The plan becomes operational in October 2007. gisliative committee will evaluate it in 2009.

Key Components

» Catamount Healthis a health insurance plan for Vermonters who Heeen uninsured for
twelve months. The plan, which will be offeredBlyie Cross Blue Shield and MVP Health,
provides a comprehensive package of services,dmgurimary care and chronic care
management. It subsidizes, on a sliding scale, care for iidlials and families with
incomes up to 300 percent of the federal povesglleand for people enrolled in employer-
sponsored plans with incomes 150-300% of the fégenzerty level.

» Chronic Care. Noting that 75 percent of health spending taddgr people with chronic
conditions, the plan aligns itself with the stat8laeprint for Health, which encourages use
of the “chronic care modef”It waives deductibles and co-payments for printame and
chronic care maintenance in Catamount Health, eqdires that the chronic care model be
built into the state’s Medicaid and other subsidizesurance program®ll Vermonters are
eligible to receive free immunizations and a Healtliestyles health insurance discount.

Financing

The state will levy an annual assessment of $36%ufieime equivalent worker on employers
without a plan that covers some part of the cosheif employees’ health cafeMost of the money
for Catamount Health is expected to come from aremse in the state’s tobacco tax, enrollee
premiums, and federal funds released through add&tiwvaiver.

Issues and Concerns

* Is the plan adequately funded?The law authorizes the Emergency Board to suspend
enrollment if not enough money is available to suppremium assistance. In April 2007,
the governor’s plan to divert money from Catamddealth and use it to fund Blueprint for
Health and to pay the insurance companies partinogpan the plan caused a stir.

»  Will chronic care management save money and improvieealth? Among health policy
experts throughout the country, there is consideralterest in chronic care management;
Medicare and private insurers are encouraging tigeeahronic care model through “pay for
performance” projects. The benefits of the chraaiee model outside of closed managed
care systems, however, have not yet been proven.

! The law specifies out-of-pocket limits. For examphe maximum for an individual is a $250 deduetdnd 20
percent co-insurance.

2 The chronic care model relies on patient educaimhself-management, a team approach to caréesmith
information technology.

® The law allows employers to exempt eight employhedirst two years, six the next year, and so on.



Maine

In 2003, Maine enacted the Dirigo Health Reform.Alt$ centerpiece is the Dirigo Health Plan,
or DirigoChoice, a strictly voluntary subsidizedahtb insurance plan aimed at small business
and low-income individuals. Because enrollmer2006 was lower than anticipated (19,000
enrollees—60 percent of whom were previously indgreompared with an expected 30,000),
Governor John Baldacci proposed major changesiptbgram, such as requiring individuals to
buy health insurance, penalizing employers thattddfer insurance to their workers, and
having the state, not a private insurance compamythe program.

Key Components

» DirigoChoice is a voluntary program that allows businesses feitfer than 50
employees, part-time employees, and self-employatdtevs to purchase subsidized
health insurance policies. The idea is to pooktmllees in these three groups into a
single group that will then have increased barggmower. Premiums, deductibles, and
co-insurance will be discounted on a sliding séateenrollees whose household income
is less than 300 percent of the federal povertglleVhe plan, which is being offered by
Anthem Health, provides comprehensive benefitashiolg primary and preventive care.
For a business to be eligible, 75 percent of itplegees working 20 hours a week or
more must enroll, and the company must pay at B@&gercent of the cost of insurance.

* Medicaid expansion. Eligibility for the state’s Medicaid program wassed from 100
to 150 percent of the federal poverty level for ifaea and from 100 to 200 percent of the
federal poverty level for individual adults.

» Cost containmentis expected to be brought about largely throughatteeptance by
insurers, hospitals, and practitioners of voluntagy percent caps on cost and operating
margins, plus other cost-control measures.

* Quality improvement. The law created the Maine Quality Forum, a qualitchdog
group.

Financing. The state planned to pay for Dirigo Health subsidmainly by levying a 4 percent
charge on insurers for the money they save fromaed charity care and bad debt losses. This
“savings offset payment” amounted to $30-$40 millibe first two years of the program. The
insurance industry and the Chamber of Commerce suerdthe amount and how it was
calculated. They lost in the lower court and happealed the decision.

Why was enrollment so disappointing?Among the reasons suggested are these:

» The voluntary nature of the program, as evidengetthé poor track record of Dirigo and
similar voluntary programs around the nation.

* Premiums increased after the first year becau&epsiaple enrolled in DirigoChoice and
healthy people did not (adverse selection).

* The savings offset payment mechanism was flawew. difficult to calculate savings,
and the mechanism angered insurers, whose coapevedis necessary.

» The program required payment of the entire premipifnont and sent a rebate later,
which caused people to avoid the program. Thigpaelas later changed.



* Maine is a large, predominantly rural state witgngery small businesses and seasonal
workers, and has high uninsured rates, only omgelasurer, and little available
Medicaid (or other federal) money.



Proposed Plans to Cover All or Substantially All Sate Residents

California

In January 2007, Governor Arnold Schwarzeneggeredf a plan to cover substantially all of the
state’s 6.5 million uninsured residents. Basegdlron the Massachusetts plan, the proposal would:

* Require all Californians to have a minimum levelrsfurance, defined as a policy with a $5,000
deductible and out-of-pocket maximums of $7,500ridividuals or $10,000 for families.

* Require employers with ten or more employees teroffsurance coverage (including the option
of letting employees purchase insurance with pxedtdlars under a section 125 cafeteria plan)
or pay 4 percent of their payroll into a state tiemisurance fund. Employers with fewer than
ten employees would be exempt.

» Expand eligibility for the state’s SCHIP programatbchildren (including children in families of
undocumented immigrants) whose family income is tean 300 percent of the federal poverty
level, and allow Medicaid to cover, at no cost/edjally resident adults with incomes up to 100
percent of the federal poverty level.

* Levy a 2 percent fee on physicians and a 4 pefeentn hospitals, to make up for their
increased income coming from the newly insurediaoctased Medi-Cal rates.

» Set up a purchasing pool through a state agentyiligrovide a guaranteed source of health
insurance for adults.

» Subsidize the purchase of health insurance threlidimg-scale subsidies for households with
incomes up to 250 percent of the federal povextglle

The proposal also emphasizes health promotion eedsk prevention, and would offer premium
reductions and other incentives to individuals ywhdaake in “healthy actions incentives rewards”
programs that all insurers and health plans must.hin addition, it promotes the adoption of healt
information technology throughout the state.

lllinois

Following on the heels of “All Kids,” a plan to cewall of the state’s uninsured children (it began
operation in July 2006), Illinois Governor Rod Biggvich proposed “lllinois Covered,” a plan to
provide health insurance coverage for all uninsuestents of lllinois, in March 2007. The plan
includes.
* Alow-cost health insurance product aimed at simadinesses and uninsured individuals.
* Arebate program that subsidizes premium paymaeritsriois Covered and employer-
provided insurance coverage.
* A program called lllinois Covered Assist for adutslow the federal poverty level who do
not qualify for Medicaid or employer-sponsored aage.

Wisconsin

In his state-of-the-state speech in March 2007 c@fisin Governor Jim Doyle laid out a plan to
cover 98 percent of Wisconsin residents. The planmponents include:

* Combining three programs for low-income Wiscongiiidren and adults (Family Medicaid,
BadgerCare, and Healthy Start) into a single cohgmsive program, BadgerCarePlus, and
expanding eligibility criteria. Funding would corfrem a variety of sources, including
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federal funds (if CMS approves a waiver), great® of managed care, and savings from
more efficient enrollment procedures.

Creating a purchasing pool to enable small busgseasd individuals to buy insurance at
affordable rates. To pay for this, the governapmsed increasing the tax on cigarettes,

levying a 1 percent assessment on net hospitahuegs and transferring money from the
state’s malpractice insurance fund.

Investing in health information technology.



A Sample of Plans Offering Limited Expansion

Subsidizing small businesses and individuals

Montana

In 2006, Montana initiated Insure Montana, a pahelp small businesses offer insurance to their
employees through a statewide purchasing poas flinded largely by an increased tax on
cigarettes. Through the State Health Insuranceh@smg Pool, two options are available for
businesses with between two and nine employeeg, aioivhom earn more than $75,000 a year:

* Businesses that already provide health insurarrdéaéir employees can apply for a tax credit
refund.

» Businesses that do not provide insurance for #maployees can apply for coverage through
Insure Montana. The state covers half of the engrlogntribution and between 20 and 90
percent of an employee’s contribution, on a slidsngle based on income.

Blue Cross Blue Shield of Montana offers two insweproducts under Insure Montana.
Oklahoma

Oklahoma received a Medicaid HIFA waiver in Septenm®005 that enabled it to launch the
Oklahoma Employer/Employee Partnership for Insueadoverage (O-EPIC) program, which
subsidizes health insurance premiums for smalinessies and low-income uninsured individuals.

» For small businesses with 50 or fewer employeeBPGE covers 60 percent of the health
insurance premium for employees (and 85 percetiitedf spouse’s premium) with household
incomes up to 185 percent of the federal povestgllelt enables them to enroll in a
commercially available plan that meets minimumestaandards. Employers are expected to
contribute at least 25 percent of the employeessnum. This part of O-EPIC began in
November 2005.

» Uninsured individuals not otherwise eligible foveoage earning up to 185 percent of the
federal poverty level can apply for the individp#dn, which subsidizes insurance premiums
on a sliding scale based on income. The indiviglaat, which commenced in January 2007,
provides coverage through private Medicaid manageed plans, though with reduced
benefits. To prevent “crowd out,” employers canmate dropped their insurance coverage
in the past six months in order to have their elygs qualify for the individual plan.

O-EPIC is paid for by means of federal funds madsglable through the Medicaid waiver and an
increase in the tobacco tax (plus individual angleyer contributions).

New York

New York State’s Healthy New York program was ceedby the Health Care Reform Act (HCRA)
of 2000. It offers discounted insurance policeeseligible small businesses (those with fewer than
employees, with at least 30 percent earning $340006ss and having been uninsured for the past
twelve months), plus sole proprietors, and uninduverking individuals. It provides a streamlined
package of benefits, excluding some services oiBermiandated in the state such as mental health,
substance abuse, home health care, chiropracyisigath therapy, and hospice. All HMOs are



required to participate. Health plans are reimédifer 90 percent of claims between $5,000 and
$75,000. Funding of Healthy New York comes throaghCRA-funded stop-loss pool.

Expanding coverage of children

Washington

In March 2007, Washington State governor Chris@negoire signed legislation that will expand
health coverage for children under the age of fammlies earning up to 250 percent of the federal
poverty level—regardless of immigration status.v&age will be free to those earning under 200
percent of the federal poverty level and will besdized on a sliding scale for children in fanslie
earning between 200 and 250 percent of the fegeredrty level. The law calls for a single,
streamlined application process in order to rentbeebarriers caused by three different application
procedures.

lllinois

In November 2005, Governor Rod Blagojevich sigriedi@overing All Kids Health Insurance Act.
The law covers any child in the state who has heemsured for more than a year, with the cost to
the family determined on a sliding scale. The pragis funded through enrollee premiums, cost
sharing and savings from care management, andtialpjefunded by the federal government for
children enrolled in KidCare, the state’s SCHIPgveon.
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